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Chapter I

Valuation Approach

Most valuations deterg adequate protection will be based on the assumption
that the business is a going concern. Several approaches may be used to determe thevalue of collateral'pledged as securty for an allowed claim, including replacement costsdiscounted cah flows . or eargs, eags or cash, flow multiples,- etc. Assets inbusiness not expected .to reorganize use liquidating values. .

. For.. indi.vidual assets. the value will be' determed based on .the futUe cash flowsexpected from that asset. Thus the value for account receivables- pledged - as securtyunder a floating lien arangement might be based on the estimated collectable
receivables! In the case of inventory. pledged where there is an. 'active - :market fOr theinventory; the fist value generally considered:is replacement costs. Wher the product isunique, the value may be based' on the amount 'expected to be-realized from the sale ' ofinventory after selling costs and normal profit margins. The value of the stock of a
subsidiar is based on the projected cah flows from the business less interest beargdebt. The approaches to the determination of value wil var depending - on' thecircumstaces in each cae.

Claim Determiation

Yal ation. issues eed to be . sed .the . termation .:of several tyes ofclaims. Among them -are' secured

, .

recourses- and ' electiq.n:. to have . the . entire - laimconsidered secured.

Secured Claims

Under section 506 of the anptcy Code the b.ptcy court may ho d a heagto dt?tenne the ounf. of the. la4n that..is secured and
unsecured. for undersecured

clais. A ecured.daim is allo ed for the value of the collateral and an unsecured claim
. for the amount of the claim in excess of the value. ofthe.collateral.. The.unsecured par ofthe claim may be included ' in the same -caSs as other unsecured claims or

, in .certainsituations, place in a separate class. Often, the creditor and the debtor wil agree on thehow the claim is divided between the secured and unsecured par without a hearg.Notice of the agreement wil be filed. with the cour; and unless paries in interest object
the cour will normaly. allow the clai as fied. 

Nonrecourse Considered Recourse

Section 1111(b) allows a secured claim to be treated as a claim with recourse 
againstthe debtor in chapter 11 p.roceedings (that is; where the debtor is 

liable for any deficiencybetween the value of the collateral and the balance due on the debt) whether or 
not theclaim is nonrecurse by agreement or applicable law. Ths preferred status termates ifthe property securig the loan is sold under. section. 363

, '

is to be sold un4er the terms ofthe plan, or if the ciass of which the seced claim is a par elects _application of section1-11 (b )(2). 
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Chapter 

problems face bY'the business. It has failed to ask questions most important for the
survival of the business such as:

What products are most prQfitable?

.. What are strengths and weakesses of the company?

. ' , What areas should be expanded? Liquidated?

In what area do the real potential for this business lie?

What direction should this busineSs take?

The 'greater the fiancial problems) the more- time ,management cl votes to day-to-
day details, and ahnost no time is spent on providing' direction for the company: .
properly developed business plan is critical to the developme!!t of rePrganization pIan.

Determiation of Reorganiation Value

o.t e of the fist and most difcult steps in reachi. agreement on' the tenus of a'plan
is determing the value of the company. Long-term Cah flow p ojections are helpful in
determg the reorgantion value - of the emergig entity. In fact, if the paries
involved in the case can agree on the cah flow projections for the next 5 years or so, it is
much eaier to detere the reorganzati n value . of the conip y. Once. the paries-

debtor, unseced cr.editors' co,mittee; oth r 'cieditorgl commtt e '(if appojn ed); secured
creditors, and -equity holders:':'agree: on the re6rganiiaHoil- 'viilue", this

. '

value ' is then
allocated among the creditors and equity'holders. .Obviously;.the reorganation value of
the debtor must be known before the amount unsecured, secur i an(l equity hold rs Will
receive is determed. These paries are generally unable . an4 often unwilling to agree to
the terms of a. plan. proposed by the debtor without some dica i9n of. the value of the
company that w emerge from 

r; 

. . , 

To. provide the' inormation. needed . by ' creditors and ' stockholders ' to effectively
evaluate the proposed plan, the accountant may prepare a pro forma balance 'sheet
showing the impact. the 'proposed plan- will ' have on the' fiancial - condition of the
company. Ths pro forma balance sheet- is most helpful if it contais the reorgantion
value rather than historical costs; Thus the assets wil be shown at their curretlt values apd
any excess of the reorganzation value'over individuat-assets.wm. be shown. In the pro
forma balance sheet

' '

liabilti . sh6uld' be shown at their -discOunted values and
stockholders' equity sh uld be shown 'at f ir- value'b'1ed' on ' the" assumption the -plan wil
be confed.

If the paries involved in'a chapter 11 c!1e' agree' on. the assumptions underlying the
business plan, the long-term cash proj tions and the resulting reorganzation value of the
company that .wil emerge froDl 'chap er ' , succsful neg~tiati9ns on the erms of a plan

. should not be too diffcult. 

. . . - 
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